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ABSTRACT 


Healthcare  is  considered  one  of  the  most  important  non-cash  benefits  m  the 
nulitary  compensation  package.  However,  fire  Military  Healthcare  System  (MHS)  has 
several  significant  problems,  including  inequity  in  benefits,  lack  of  access  to  care, 
growing  out-of-pocket  cost,  and  a  perceived  “promise"  of  ftee  healthcare  for  life  for 
military  retirees  that  has  not  been  kept.  This  thesis  examines  the  MHS  and  congressional 
reforms  during  the  session  of  the  106-  Congress  addressing  these  problems.  An 
expanded  background  of  the  MHS  benefit  is  presented,  followed  by  a  description  of 
current  problems  with  the  MHS.  Recommended  DoD  reform  initiatives  are  reviewed, 
along  with  bills  addressing  MHS  initiatives.  Changes  to  the  military  healthcare  benefit 
passed  for  FY01  are  documented  and  explained.  The  research  methodology  included  a 
review  of  public  records,  websites,  congressional  testimony,  reports  from  relevant 
congressional  committees,  JCS,  OSD,  and  DoD  healthcare  reform  proposals,  and  phone 
interviews  with  military  healthcare  experts.  A  major  new  entitlement  called  TRICARE- 
For-Life  and  a  retiree  pharmacy  program  were  enacted,  representing  the  largest  increase 
in  domestic  spending  in  over  30  years  to  address  problems  with  the  MHS. 
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L  INTRODUCTION 


A.  PURPOSE 

Military  healthcare  reform  initiatives  were  a  priority  for  Are  106th  Congress,  as 
the  Joint  Chiefs  of  Staff  (JCS)  declared  the  year  2000  to  be  "Are  year  of  military 
healthcare  reform"  [Ref.  !]•  Healthcare  is  considered  one  of  the  most  important  non-cash 

benefits  in  the  military  compensation  package  [Ref.  2:p.  11). 

However,  criticisms  from  beneficiaries  have  grown,  on  such  issues  as  the 

inequality  in  healthcare  benefits,  lack  of  access,  growing  out-of-pocket  cost,  and  DoD’s 
willingness  to  keep  fire  “promise”  office  healthcare  for  life.  Each  problem  has  potential 
negative  impacts  on  recruiting,  retention  and  morale  in  the  armed  servrces. 

The  Military  Health  System  (MHS)  and  the  benefits  it  provides  are  inherently 
very  complicated  and  expensive.  To  correct  or  remedy  fire  problems  may  require  a  very 

expensive  reform  package. 

The  primary  objective  of  this  research  is  to  examine  reform  to  the  MHS  by  the 
106th  Congress  and  DoD.  Specifically,  fins  thesis  will  hack  changes  made  to  fire  MHS 
and  the  impact  of  these  budgetary  changes. 


B.  RESEARCH  QUESTIONS 

The  primary  research  question  in  this  thesis  is  how  did  Congress  address  military 
healthcare  reform  for  FY01? 
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Secondary  questions  addressed  include: 

Wha,  axe  the  current  healthcare  policies  concerning  TRICARE  benefits,  retiree 
benefits  and  active  duty  benefits? 

How  did  the  Clinton  Administration  propose  to  change  military  healthcare  in  the 

FY01  budget  submission?  ,  . . 

What  were  the  policy  and  budget  changes  made  by  the  defense  budget  committees 

during  the  FY01  budget  cycles? 

What  did  the  lobby  groups  propose  to  change  in  military  healthcare  for  FY01 . 
Wha,  was  the  impact  of  the  final  congressional  action  on  military  healthcare  in  the 

FY01  budget? 


C.  SCOPE 

Hus  thesis  will  review  past  and  current  military  healthcare  policies,  document  fire 
need  for  changes  to  the  current  systmn,  identify  proposed  reform  initiatives,  track  the 
MHS  benefit  from  the  President’s  budge,  to  the  authorization  and  appropriation  bilk,  and 
analyze  impacts  of  policy  and  budgetary  changes  considered  and  implemented  in  2001. 


D.  BACKGROUND 

To  put  this  thesis  in  perspective,  tire  background  of  tire  MHS  will  be  descried. 
Hus  section  will  include  active  duty,  active  duty  dependents,  retiree  and  retiree 
dependents’  benefits,  and  current  demographics  of  tire  MHS.  Finally,  tide  nerct  section 
will  identify  some  problems  wifi,  tire  MHS  and  why  reform  was  thought  to  be  necessary. 
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This  chapter  is  essential  in  laying  the  groundwork  for  why  the  DoD  and  the  President 
recommended  reform,  turd  why  to  House,  Senate  and  lobbyist  groups  pushed  for 

changes  to  the  MHS  in  2000. 

To  fully  understand  the  MHS,  to  origins  and  rite  cause  of  to  current  policies  need 
t0  be  understood.  The  MHS  began  administering  health  erne  in  1799,  with  the  passage  of 


legislation  .ha,  “established  that  active  duty  and  retired  personnel  of  the  Navy  and  Marine 
Corps  would  have  deducted  from  their  pay  a  sum  of  twenty  cents  per  month  to  provide 


for  their  care  if  they  became  sick  or  disabled”  [Ref.  3:p.  2  and  Ref.  4:p.  3],  Prior  to  this, 
care  was  provided  only  for  the  “regimental  sick”  and  the  “relief  of  sick  and  disabled 
seamen.”  Healthcare  was  provided  “free  of  charge”  to  active-duty  members.  Dependents 


of  bo*  (and  all  other  retirees)  were  required  to  pay  all  costs  and  seek  medical  care  from 
the  civilian  health  care  system. 

In  1884  are  “Appropriations  Act  for  the  Army”  passed,  allowing  Army  Medical 
Officers  to  heat  families  of  active  duty  “free  of  charge”  This  Ac,  was  Army  specific  due 
the  lack  of  medical  care  surrounding  the  “scattered”  forts  of  the  western  frontier  [Ref. 
5:p.  13  and  Ref.  6).  The  Navy  and  the  Manne  Corps  having  ready  access  to  avail 
dependent  care  due  to  well-populated  major  ports,  continued  to  purchase  dependent  care 


from  civilian  sources. 

IU  ,  899,  a  new  law  was  passed  to  “reorgmize”  and  “increase  die  efficiency"  of 
*e  Navy  and  Marine  Corps  personnel.  This  law  was  interpreted  to  mean  that  Navy 
Medical  Officers  could  provide  health  care  to  Navy  and  Marine  Cotps  dependents  in  a 
similar  fashion  to  wha,  die  Anny  was  doing  [Ref.  3:p.  4  and  Ref.  7).  Bod.  die  Ac,  in 
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1884  and  the  Act  in  1899  indicated  that  it  was  acceptable  for  active-duty  dependents 
seen  by  military  heal*  care  providers  if  "no  other  provision  is  made”  and  “whenever 

practical”  [Ref.  5:p.  14]. 

However,  these  acts  did  not  provide  for  the  care  of  retired  military  or  their 
dependents.  Navy  and  Marine  Corps  retirees  still  had  money  deducted  from  their  pay  to 
Help  pay  for  health  care,  while  other  military  redrees  and  all  redree  dependents  conhnued 

,0  purchase  their  own  health  care  from  non-military  sources. 

Dependent  care  cm  again  addressed  in  1943  by  “An  Ac.  to  Provide  for  the 
Expansion  of  Navy  Medical  Facilities.”  This  Act  provided  die  first  real  definition  of  a 

‘‘dependent,”  as. follows. 

was  an  active  duty  mem  er  widower,  an  unmarried  child 

wife,  or  husband,  an  not  passed  their 

(including  an  adopted  or  stepc  ),  i  dependent  on  the 

Lnarried  child  incapable  of  self  support  [Ref.  8  and  Ref.  J 

It  aHo  limited  dependent  care  to  inpatient  and  emergency  cam  covering  "only  acme 

medical  and  surgical  conditions”  [Ref.  3:p.  5  and  Ref.  10]. 

TOs  narrowing  of  to  definition  applied  only  to  the  Navy  and  Marine  Corps. 

Medical  care  provided  to  active-duty  dependents  continued  to  meet  tire  previous 
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conditions  of  if  “no  other  provision  is  made,”  meaning 


it  was  not  readily  available  in  the 


civilian  community. 


led  to  believe  that  most  dependents  sought  and  still 


:  from  civilian  providers.  There  was  as  yet  no  official  action  or 


Based  on  these  facts,  we  are 


paid  for  medical  care  from  civilian  pwvi*™.  — - 

sumce  on  the  care  provided  to  retirees  or  their  dependents. 


Subsequent  attempts  were  made  to  introduce  into  law  new  dependent  care  bills, 
but  no  significant  legislation  passed  until  the  1956  “Dependent's  Medical  Care  Act”  [Ref. 
H],  The  overarching  purpose  of  this  Ac.  was  “...to  create  and  maintain  high  morale  in 
the  uniformed  services  foy  providing  an  improved  and  unifotm  program  of  medical  and 
dental  care  for  members  and  former  members  of  those  services  and  their  dependents” 

[Ref.  11].  This  important  piece  of  legislation  officially  stopped  the  deduction  of  money 
for  healthcare  from  Navy  and  Marine  Corps  active  and  retired  personnel  and  allowed  all 
active  duty  dependents  and  retired  and  their  dependents  to  use  Military  Treatment 
Facilities  (MTFs)  on  a  space  available  (space-A)  basis.  Space-A  means  they  could 
receive  care  if  tire  MTF  was  capable  of  providing  it  and  had  the  available  space  and 
resources  to  provide  tire  care.  Charges  for  active  duty  dependents,  retirees  and  their 

dependents  for  inpatient  visits  at  MTFs  were  added. 

A  “spouses  and  children”  insurance  plan  was  adopted  which  gave  active  duty 

dependents  the  option  of  going  to  die  MHS  or  a  civilian  facility  accepting  tire  insurance 
provisions  of  tire  law.  Tie  insumnce  planhad  small  charges  associated  with  the  care 
provided.  Maternity  care  was  provided  flee  of  charge  from  civilian  sotnces  foutwas  later 


active  < 


receive  care : 


resources  to ; 
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changed  to  charge  the  same  as  any  olher  care  provided  by  civilians.  This  legislation  only 

addressed  inpatient  care  and  very  limited  outpatient  services. 

Congressional  concern  was  high  in  1958  over  tire  increasing  number  of 
dependents  and  retirees  and  the  cost  of  tire  civilian  care  for  them.  They  knew  tire  cos. 
was  high  for  civilian  care  and  they  wanted  to  ensure  tire  MHS  was  operating  at  capacity. 
The  intent  of  Congress  was  to  save  money  by  providing  all  possible  care  in  the  military 

direct  care  system  (using  MTFs  and  military  climes). 

In  response  to  congressional  pressure,  tire  Secretary  of  Defense  issued  a  directive 

ordering  “rigid  restrictions  on  tire  use  of  Medicare  by  dependents,”  and  for  all  dependents 
and  retimes  to  “utilize  uniformed  services  medical  facilities  if  available  and  adequate” 
[Ref.  3:p.  16],  The  dimetive  also  required  dependents  to  get  a  “non-availabili.y“ 
statement  from  their  local  MHS  commander  before  they  were  authorized  to  reek  and 

receive  civilian  care. 

m  1 964,  a  House  Amred  Services  Subcommittee  issued  a  report  stating  that  the 
government  did  indeed  have  an  obligation  to  provide  medical  care  to  military  personnel 
andtotheirdependents,basedon  their  service  to  their  country.  The  report  also  stated "  it 
is  clear  to  the  Subcommittee  that  in  future  years  a  major  portion  of  care  must  come  from 
civilian  facilities  if  it  becomes  governmental  policy  to  provide  such  care”  [Ref.  3:p.  20], 
As  a  result  of  tius  report  and  other  shrdies,  possibly  tire  most  critical  and 
controversial  bill,  the  “Military  Medical  Benefits  Amendments  of  1966,”  was  passed. 
ms  law  contained  previsions  that  provided  free  “space-A”  outpatient  care  for  active- 
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duty  dependents  with  a  co-pay  if  the  care  came  from  a  civilian  source,  provided  for 
civilian  inpatient  and  othpatien,  care  for  retirees  and  their  dependents  (identical  to  active- 
duty  dependents),  and  specified  that  “all  retirees  would  lose  their  eligitahty  for  such 
medical  care  at  age  65”  when  drey  become  eligible  for  Medicare  [Ref.  12],  Ue  “Military 
Medical  Benefits  Amendments  of  1966”  officially  revemed  the  1958  decision  to  bring 


retirees 


and  dependents  over  the  age 


of  65  into  the  MHS  to  save  money. 


The  MHS  had 


ae  discretion  to  continue  to  beat  these  (eligible  for  space-A)  beneficiaries  as  long  as 
space  and  facilities  were  available  and  fire  medical  staffs  were  capable  [Ref.  12). 

'  The  previously  mentioned  “spouses  and  children”  insurance  plan  of  1956  and  the 
.  .Military  Medical  Benefits  Amendments  of  1966”  together  became  known  as  the  Civilian 
Health  and  Medical  Program  for  Uniformed  Services  (CHAMPUS)  in  1966  [Ref.  13:p. 

8).  CHAMPUS’s  intent  was  to  provide  services  to  active  duty  dependents  an 
and  their  dependents,  on  a  deductible,  co-pay,  and  cost-share  basis.  Esentially, 
CHAMPUS  was  established  to  augment  the  MTF,  rounding  out  what  became  known  as 

the  MHS  in  the  late  1990’s  [Ref.  13:p.  8]. 

CHAMPUS  and  the  MTFs  had  minor  changes  in  fees  charged,  dependent  status 


and  benefits  available  between  1966  and  1996.  During  the  Cold  War  and  the  Reagan 
build-up,  the  MHS  was  designed  to  be  capable  of  supporting  multiple  scenanos 
consisting  of  mass  casualties  in  a  European  theater  of  war.  Consequently,  the  peace 
dividend  was  a  MHS  capable  of  and  in  need  of  training  for  handling  large  numbers  of 


patients.  The  MHS  provided  care  to  all  eligible  beneficiaries 


due  to  its  size  and  need  to 
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keep  providers  proficient.  However,  present  day  scenarios,  as  defined  in  to  1997 
Quadrennial  Defense  Review,  require  far  less  capacity  [Ref.  2:p.  1 1  and  Ref.  14], 

1996  marked  to  advent  of  TRICARE,  to  DoD's  curent  managed  health  care 
plan  (described  below).  Based  on  to  mission  of  to  MHS,  as  stoed  by  Lane  and 
Melody,  “the  DoD  maintains  a  medical  establishment  for  three  separate  but  united 
reasons”  [Ref.  15).  The  three  reasons  toy  refer  to  are  first  and  most  important,  to 
wartime  mission;  “To  meet  wartime  demands  for  medical  care  in  a  scenario  defined  by 
nearly  two  simultaneous  major  regional  conflicts”  [Ref.  15],  Ms  is  to  original  and 
basic  underlying  purpose  of  to  MHS,  to  keep  active  forces  well  during  conflict. 

The  second  reason  for  the  MHS  is  for  day-to-day  operational  support.  This 
benefit  is  to  keep  our  active  duty  military  healthy  in  a  peaceful  environment  to  be 
prepared  for  conflict.  Day-to-day  opemtional  support  provides  care  to  1.5  million  active- 

duty  military  [Ref.  15]. 

Finally,  to  MHS  supports  to  peacetime  health  benefit.  This  health  benefit 
provides  inpatient  and  outpatient  care  to  to  eligible  beneficiary  population  of  about  8.1 
million,  including  to  fastest  growing  population  of  over  350,000  over-65  year  old 

beneficiaries  [Ref.  16]. 

The  current  mission  of  the  MHS,  as  stated  by  the  Congressional  Budget  Office,  it 
••to  keep  service  members  ready  for  duty  and  provide  tom  with  care  during  military 
operations”  [Ref  2tp.  11].  M  2000,  these  health  care  benefits  have  an  annual  cos.  of 
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approximately  S17  billion  [Ref.  16],  The  heal*  care  benefit  is  often  considered  fire  most 
important  to  the  military  member  in  his/her  decision  to  join  or  stay  in  the  military. 

n,e  present  day  MHS  provides  health  care  to  active  duty  personnel  free  through 
to  direct  care  system  (78  DoD  hospitals,  495  clinics,  and  a  network  of  civilian  providers) 
[Ref.  17],  All  other  beneficiaries,  except  those  who  are  65  and  over,  have  the  choice  of 

three  avenues  for  receiving  health  care. 


First  is  to  enroll  in  TRICARE  Prime  and  receive  treatment  through  the  same  (or  very 
similar)  direct  care  system  used  by  active  duty  military  personnel.  Beneficiaries  that 
choose  this  option  have  little  flexibility  because  they  have  a  chosen  provider  they  must 


use,  but  no  or  low  fees  or  co-pays  for  care  received  [Ref.  15]. 

The  second  choice  is  called  TRICARE  Extra.  It  is  a  plan  that  allows  beneficiaries 

to  choose  from  a  large  number  of  civilian  providers  featuring  co-payments  and 
deductibles  similar  to  a  preferred  provider  or  fee-for-service  plan  [Ref.  15]. 

Under  the  third  option,  called  TRICARE  Standard,  (essentially  replacing  the  old 
CHAMPUS  program,  and  also  available  to  TRICARE  Extra  patients)  beneficiaries  can 
receive  care  using  the  direct  care  system  at  very  little  or  no  cos,  on  a  space-A  basis  [Ref. 

15]. 

Upon  reaching  the  age  of  65,  MHS  beneficiaries  become  eligible  for  Medicare 
and  are  no  longer  authorized  to  use  TRICARE.  These  Medicare-eligible  beneficiaries 
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may  only  use  MHS  facilities  for  free  prescriptions,  laboratory  services,  and  the  much- 
coveted  space-A  care  [Ref.  2:p.  11]. 

E.  PROBLEMS  WITH  THE  MHS 

A  number  of  problems  have  been  identified  within  the  current  MHS.  Discontent 
has  grown  among  beneficiaries,  as  noted  by  organized  political  groups  representing  the 
retirees,  complaints  from  active-duty  members  and  their  dependents,  and  low  recruiting 
and  retention  among  active-duty  members  [Ref.  17:p.  2]. 

The  first  problem  with  the  MHS  is  the  change  in  its  demographic  population. 
There  is  a  large  and  growing  retiree  population  conflicting  with  a  shrinking  MHS  and 
active  duty  population.  The  changing  demographics  create  a  greater  demand  for  certain 
specialty  services.  Active-duty  military  and  their  dependents  tend  to  be  younger  and 
healthy.  In  contrast,  the  over-65  population  is  inherently  sicker  and  in  need  of  much 
more  medical  attention.  The  MTFs  cannot  see  all  retirees,  but  providers  need  the  over  65 
population  caseload  to  stay  proficient  in  these  specialty  areas  of  healthcare  [Ref.  18:p.  9]. 
This  change  in  demographics  was  caused  by  the  active-duty  military  force  being  cut  by 
40  percent  since  1989,  leading  to  a  dependent  and  retiree  population  outnumbering  the 
active-duty  by  more  than  4-to-l  [Ref.  19:p.  4]. 

Another  problem  concerns  the  retiree  healthcare  inequity.  Military  retirees  do  not 
have  a  healthcare  program  that  is  comparable  to  the  program  for  civilian  retirees  from  the 
federal  government  [Ref.  18:p.  9]. 
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A  third  issue  is  centered  on  the  claim  by  Medicare-eligible  retirees  and  their  over 
65  dependents  that  the  DoD  has  reneged  on  a  promise  to  provide  "free  healthcare  for 

life."  This  was  construed  as  a  perception  ofa  “broken  promise”  to  retirees.  These 

beneficiaries  are  the  only  federal  government  personnel  who  have  been  prevented  from 
using  their  employer-provided  healthcare  at  or  over  age  65  [Ref.  4:pp  J,9]. 

A  fourth  problem  concerns  the  quality  of  the  benefit  provided  by  the  MHS.  Poor 
healthcare  is  considered  a  major  quality  of  life  problem.  Quality  healthcare  is  a  critical 
aspect  of  the  quality  of  life  for  military  members,  and  consequently  affects  recnnung  and 
retention  [Ref.  4:p.  9).  The  availability  of  quality  lifetime  healthcare  is  a  crucial 

recruiting  and  retention  tool  for  the  military  [Ref.  4:p.  9). 

Funding  represents  a  fifth  problem.  The  Defense  Health  Program  (DHP)  has 
trouble  planning  for  and  controlling  healthcare  cost.  Making  healthcare  planning  worse, 
the  projected  healthcare  budgets  through  2007  may  be  unfunded  by  more  than  $3  billion 

[Ref.  20:p.  2]. 

The  sixth  issue  is  a  lack  of  uniform  TRICARE  coverage.  TRICARE  has  five 
different  contractors  operating  in  twelve  administrative  locations,  each  one  with  a 
different  contract  and  benefit  coverage  [Ref.  18:p.  6],  Administrative  “red  tape”,  cost 
saving  tactics,  and  poor  communication  between  MTFs  and  TRICARE  contractors  create 
hassles  and  problems  for  beneficiaries.  The  more  costs  are  scrutinized,  the  more 
Bureaucratic  “red  tape”  is  installed  to  control  the  systems  creating  different  coverage 

[Ref.  18:p.  10]. 
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A  seventh  issue  is  the  Medicare  pharmacy  inequity.  Medicare  does  not  provide 
prescription  drug  coverage  to  its  beneficiaries,  while  MHS  eligible  beneficiaries  residing 
close  to  an  MTF  can  receive  prescription  drugs  for  free.  This  inequity  is  considered  one 

of  the  most  expensive  out  of  pocket  expenses  [Ref.  19.p.  11]. 

An  eighth  issue  concerns  billing  and  payment  problems  involving  TRICARE  and 

the  MHS.  Low  reimbursement  rates,  slow  payments  to  doctors  from  TRICARE,  and 
slow  MHS  payments  to  the  TRICARE  contractors  have  created  problems  for  the 
beneficiaries.  These  problems  include  delays  in  treatments,  loss  of  civilian  providers,  and 

delays  in  care  provided  to  patients  [Ref.  18:p.  11,  and  Ref.  19.p.  14]. 

A  ninth  concern  is  poor  access  to  healthcare.  Those  at  remote  locations,  those 
subjected  to  very  limited  space-A,  and  those  with  no  MTF  within  close  proximity  suffer 
the  most  by  a  lack  of  available  healthcare  [Ref.  20:p.  2,  and  Ref.  4:p.  9,  and  Ref.  19:p. 

14]. 

Inequality  in  the  cost  of  benefits  to  beneficiaries  is  a  tenth  issue.  If  a  beneficiary 
uses  an  MTF,  treatments  are  free.  However,  health  services  provided  by  civilian  facilities 
have  a  co-pay,  and  for  some  beneficiaries  (under  65),  a  large  enrollment  fee  and  co-pays 

[Ref.  20:p.  2,  and  Ref.  19:p.4]. 

Finally,  tee  is  a  continuing  debate  over  the  size  of  the  MHS.  Three  services  are 
providing  similar,  and  at  times  redundant,  healthcare  roles  for  a  shrinking  active-duty 
population.  The  MHS  is  based  on  a  doctrine  that  was  well  suited  to  meet  the  "demands 
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of  major  mobilization  and  wartime  conditions",  but  is  no  longer  suited  for  tire  current  size 

ofthe  MHS  [Ref.  19:p.  14  and  Ref.  2:p.  18]. 

Too  much  healthcare  reform  could  disrupt  the  balance  between  wartime  readiness 

and  peacetime  welfare.  If  too  much  medical  capability  is  out-sourced  or  diminished,  the 

medical  mission  will  not  be  met.  Reforms  must  be  balanced  among  quality  of  life  issues, 

readiness  demands,  and  peacetime  needs  [Ref.  1 8:p.  1 1]. 

Given  the  scope  and  complexity  of  the  problems  affecting  the  MHS,  it  is  highly 

unlikely  that  healthcare  reform  legislation  will  be  passed  satisfying  all  or  even  most  of 
these  problems.  Indeed,  the  reforms  undertaken  in  2000  did  not  even  address  all  ofthe 
problems.  Furthermore,  limited  resources  mean  that  some  reforms  will  not  be  affordable. 
The  DoD  budget  is  a  zero-sum  game,  where  one  program's  increase  in  funding  comes  at 

the  expense  of  another. 

The  Chief  of  Naval  Operations  (CNO),  Admiral  Clark,  made  it  clear  he  wants  top 
priority  given  to  readiness  issues  [Ref.  21].  Funding  for  the  Defense  Health  Program 
(DHP)  competes  directly  with  weapons  systems  and  operations  and  support,  making 
funding  of  healthcare  reform  most  likely  coming  from  cuts  in  non-defense  programs,  new 

taxes  or  another  DoD  quality  of  life  program. 

This  thesis  will  describe  proposed  reform  initiatives,  the  target  populations, 

estimated  cost  and  the  basis  for  the  reform.  Included  will  be  the  President's  Defense 
Health  Program  budget,  House,  and  Senate  proposals.  The  Budget  Resolution,  and  the 
authorization  and  appropriation  bills  will  then  be  discussed.  The  research  will  close  with 


13 


a  summary  of  its  chapters,  a  summarization  and  analysis  of  MHS  reform  passed, 
healthcare  reform  neglected,  and  recommendations  for  future  research. 


areas  the 


14 


n.  THE  PRESIDENT’S  BUDGET  PROPOSAL  FOR 

MILITARY  HEALTHCARE 

A.  DoD  AND  THE  JOINT  CHIEFS  OF  STAFF  (JCS)  PROPOSALS 

In  response  to  recent  legislation  and  MHS  concerns  to  modernize,  implement  cost 
saving  measures  and  to  streamline  the  health  services,  the  Surgeons  Generals  and  the 
DoD  in  1998  considered  29  separate  reform  initiatives  [Ref.  19:p.  6].  The  main  focus  of 
these  reforms  was  to  satisfy  readiness  needs  and  optimize  peacetime  healthcare. 

Examples  of  the  initiatives  include  pharmacy  management,  outsourcing  functions, 
improved  information  systems,  increasing  access  to  appointments  and  centralized 
purchasing.  Though  these  initiatives  may  prove  to  be  effective,  they  tend  to  have  high 
start  up  costs.  In  light  of  the  estimated  225  percent  increase  in  healthcare  cost  the  DoD 
has  experienced  from  1980  to  1990,  the  cost  issue  may  prove  to  be  the  most  significant 

[Ref.  19:p.  4]. 

Legislation  passed  in  the  1990s  has  initiated  demonstration  projects  targeted  at 
improving  care  and  identifying  cost  associated  with  retirees.  The  fust  major 
demonstration  project  is  known  as  Medicare  Subvention.  Also  known  as  Senior  Prune, 
this  project  lets  the  DoD  administer  healthcare  to  Medicare-eligible  beneficiaries  and 
charge  the  Health  Care  Financing  Association  (HCFA)  for  reimbursement.  The  Medicare 
Subvention  demonstration  project  has  been  plagued  by  accusations  of  a  controlled 
selection  of  demonstration  sites  based  on  weak  statistical  demographic  representation  and 


15 


low  enrollment  and  rates  of  reimbursement,  indicating  that  it  is  a  bad  proposition  for  the 
DoD  [Ref.  19:p.  7]. 

A  second  demonstration  project  is  the  Federal  Employees  Benefits  Program 
(FEHB)  demonstration.  This  gives  Medicare-eligible  beneficiaries  access  to  the  same 
health  plans  ,as  federal  civil  service  retirees,  including  the  cost  of  the  premiums.  Bad 
marketing,  high  premiums,  and  the  temporary  status  of  the  project  caused  very  low 
enrollment.  Projected  (estimated)  costs  are  as  high  as  $10  billion  per  year  [Ref.  19:p.9], 

A  third  program  being  tested  is  the  Pharmacy  Pilot  project.  Under  this  program, 
Medicare-eligible  retirees  can  obtain  prescription  drugs  through  DoD’s  mail  order 
program  or  network  of  retail  pharmacies.  Medicare  currently  does  not  provide  coverage 
for  prescription  outpatient  drugs  (a  major  expense  for  older  people).  The  DoD  has  a  mail 
order  pharmacy  benefit  that  provides  prescription  drugs  to  all  beneficiaries  except  the 
Medicare-eligible.  Only  Medicare-eligible  beneficiaries  who  can  physically  visit  a 
military  pharmacy  have  this  benefit.  The  pilot  project  has  enrollment  fees  and  co-pays, 
depending  on  whether  medicines  are  obtained  via  mail  or  a  retail  pharmacy.  The 
estimated  cost  for  this  project  is  between  $400  and  $600  million  annually  [Ref.  19:p.  11]. 

Finally,  there  is  the  TRICARE  Senior  Supplement  project.  Under  this  program 
Medicare-eligible  retirees  can  use  TRICARE  Standard  and  Extra  to  supplement  Medicare 
(including  prescription  drug  coverage).  These  beneficiaries  will  also  have  a  benefit 
similar  to  the  one  available  under  the  Pharmacy  Pilot  project.  This  project  is  a 
supplement  to  Medicare  at  approximately  one  third  the  cost  of  other  standard  Medicare 
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supplemental  policies.  This  benefit  may  cost  as  much  as  $650  million  per  year  [Ref. 

19:p.  11]. 

These  and  a  few  other  legislative  approved  projects  are  still  relatively  new. 
Conclusive  evidence  as  to  beneficiary  acceptance,  costs,  and  program  management  has 
not  yet  been  established.  But  they  were  the  groundwork  and  launching  points  for  the 
jCS’s  proposals  to  the  President  for  inclusion  to  his  budget  [Ref.  19:pp.  6,7]. 

The  JCS  started  to  look  for  alternatives  and  ways  to  fund  reform  initiatives.  In 
1999,  they  created  the  Defense  Medical  Oversight  Committee  (DMOC)  to  assist  in  the 
effort  to  identify  the  means  by  which  the  MHS  could  be  improved  [Ref.  2:p.  1 1].  This 
advisory  panel,  chaired  by  a  service  Vice  Chief,  consisted  of  all  four  service  Vice  Chiefs, 
service  Under  Secretaries,  and  the  three  Surgeons  Generals.  The  JCS  understood  that 
MHS  reforms  would  require  billions  in  additional  funds  and  empanelled  the  DMOC  to 
recommend  resourcing  options  for  the  DHP,  and  to  “recommend  ways  to  close  healthcare 
benefit  gaps  that  harm  recruiting  and  retention  and  have  angered  thousands  of  older 
retirees”  [Ref.  19:p.  2].  The  DMOC  then  passed  its  recommended  provisions  up  to  the 

JCS  [Refs.  22-25:p.  8], 

The  JCS  urged  the  Secretary  of  Defense  (SecDef),  William  Cohen,  to  back  all  the 
DMOC’s  recommended  provisions,  but  at  a  minimum  to  back  at  least  one  substantial 
initiative  covering  all  categories  of  beneficiaries.  The  proposals  included  endmg 
TRICARE  Prime  co-pays,  ending  TRICARE  Prime  annual  enrollment  fees  for  retirees, 
extending  TRICARE  Prime  Remote  boundaries  for  active-duty  dependents,  expanding 
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the  TRICARE  Senior  Prime  demonstration  project,  adding  a  pharmacy  benefit  for 
Medicare-eligibles,  creating  a  government  sponsored  Medigap  insurance  plan,  creating  a 
TRICARE  Prime  Remote  program  for  retirees  under  65,  and  fully  funding  the  current  and 
future  DHP  [Ref.  20:p.  2]. 

Of  the  proposals,  only  two  were  endorsed  by  Secretary  Cohen  and  submitted  for 
inclusion  within  the  President’s  Budget.  Secretary  Cohen  based  his  endorsement  on  what 
the  DoD  could  possibly  pay  for  if  not  given  more  money  to  fund  reform  [Ref.  26].  The 
two  provisions  were  to  end  TRICARE  Prime  co-pays  for  active-duty  dependents  and  to 
expand  TRICARE  Prime  Remote  boundaries  for  active-duty  dependents  [Ref.  20:p.  3]. 
The  retiree  initiatives  were  not  considered  a  top  priority  by  the  DoD. 

The  Chairman  of  the  JCS,  Army  General  Henry  H.  Shelton,  objected  to  this  and 
continued  to  push  the  JCS  proposals,  no  longer  to  the  Secretary  of  Defense,  but  now  to 
the  individual  lawmakers  [Ref.  20:p.  3],  Perhaps  the  Secretary  and  others  in  DoD 
realized  that  the  retiree  lobbyist  groups  already  had  support  for  these  measures  in 
Congress.  Knowing  this,  the  SecDef  may  have  wanted  to  push  his  immediate  top 
priorities,  on  the  assumption  that  Congress  would  add  more  benefits  to  include  the 
retirees  when  it  addressed  these  matters  during  the  budget  process. 

In  fact.  Congress  did  address  MHS  reform.  When  Congress  began  to  push  reform 
through  to  the  authorization  and  appropriation  bills,  the  SecDef  and  JCS  became 
concerned.  They  were  getting  the  reform  they  wanted  along  with  recognition  for  then- 
efforts.  However,  they  were  getting  the  benefits  without  the  additional  funding  to  support 
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them  [Ref.  27].  Some  of  the  congressional  proposals  could  cost  as  much  as  $1 16  billion 
over  ten  years  [Ref  28].  Secretary  Cohen  noted  that  these  very  expensive  benefits  would 
“threaten  the  ability  to  fund  other  critical  defense  priorities”  [Ref  27]. 


B.  THE  PRESIDENT’S  PROPOSAL 

FYOO  represented  a  year  when  military  pay  and  pensions  received  a  big  boost, 
while  FY01  was  expected  to  be  the  year  the  MHS  was  improved  [Ref  18:p.  2].  The 
President’s  FY01  budget  gave  special  attention  to  military  healthcare  by  citing  several 
improvements.  Although  the  President’s  Budget  included  both  improvements  endorsed 
by  the  SecDef,  it  failed  to  have  the  impact  on  healthcare  that  the  FYOO  budget  had  on  pay 

and  pensions  [Ref  18:p.  3]. 

The  President’s  FY01  Budget  included  numerous  improvements  to  the  MHS. 

DHP  funding  was  increased  by  $348  million  to  cover  the  rising  cost  of  current  programs. 
However,  according  to  the  General  Accounting  Office  (GAO),  the  DHP  would  need  $6 
billion  more  over  the  next  5  years  just  to  maintain  current  operations  [Ref.  29].  The  $348 
million  for  FY01  was  a  needed  addition,  but  according  to  Pentagon  officials  more  would 
need  to  be  added  in  future  years  to  cover  the  $6  billion  gap  or  to  cover  any  added  reform 
benefits  [Ref.  26].  $50  million  was  added  in  the  President’s  budget  to  eliminate  co-pays 
for  active-duty  family  members  enrolled  in  TRICARE  Prime  and  receiving  civilian  care, 
and  $30  million  was  added  to  expand  TRICARE  Prime  Remote  to  active-duty  family 
members  living  far  away  from  MTFs  [Ref.  30  and  Ref.  16:p.  3].  Also,  budget  initiatives 
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were  recommended  to  “improve  contracting  practices  to  enhance  access  to  care,  ease 
enrollment,  and  provide  a  more  uniform  benefit,”  and  to  “optimize  utilization  of  MTFs  to 
bolster  medical  readiness  and  increase  access  to  such  facilities”  [Ref.  30:p.  3],  Finally, 
die  President’s  Budget  indicates  the  DoD  is  studying  a  wide  range  of  other 
improvements,  including  options  to  improve  healthcare  benefits  for  over-65  military 

retirees  [Ref.  30:p.  3]. 

The  President’s  Budget  failed  to  address  all  of  the  problems  affecting  the  MHS. 
Retiree  benefits,  benefit  equity  and  cost  equity  were  not  seriously  confronted.  Pentagon 
Comptroller,  William  Lynn  stated  that  the  administration  was  “reviewing  what  they 
might  do”  for  the  over-65  retirees,  but  he  was  unsure  of  any  pending  actions  [Ref.  18:p. 
3],  His  statement  clearly  suggests  that  he  expected  Congress  to  address  this  issue. 
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in.  FYOl  HEALTHCARE  REFORM  PROPOSALS 

The  political  winds  of  public  support,  a  budget  surplus,  and  an  election  year  made 
it  possible  for  Congress  to  consider  MHS  reform  bills  [Ref.  3 1].  Hie  President’s  budget 
contained  only  two  significant  MHS  reform  proposals,  both  of  which  specifically  targeted 
active-duty  families.  Consequently,  many  bills  were  introduced  in  Congress  addressing 
provisions  of  the  MHS  neglected  by  the  President’s  budget.  The  problem  Congress 

confronted  was  the  funding  of  the  reforms. 

The  question  bracketing  all  MHS  reform  was,  should  the  necessary  funding  be 

new  money  or  should  it  be  taken  out  of  the  DoD' s  current  funding?  The  Secretary  of 

Defense  and  JCS  who  had  pushed  for  MHS  reform  were  urging  lawmakers  to  “proceed 
with  caution”  and  avoid  “mandating  new  unfunded  benefits”  [Ref.  32).  The  DoD  wanted 
increased  healthcare  benefits  for  its  beneficiaries,  but  was  very  concerned  about  the  high 
price  tag  attached  to  them.  This  issue  was  not  seriously  addressed  until  Congress  took  up 
its  authorization  and  appropriation  bills. 

A.  HOUSE  PROPOSALS 

The  House  initiated  an  important  military  healthcare  reform  bill  even  before  the 
President’s  budget  submission,  dating  back  to  September  28, 1999  of  the  1st  session  of  the 
106th  Congress.  The  bill,  H.R.  2966  (titled  “Keep  Our  Promise  to  America’s  Military 
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Retirees  Act,*)  was  introduced  by  Representatives  Ronnie  Shows,  D-MS,  and  Charlie 
Norwood,  R-GA  [Ref.  33].  Their  bill  addressed  two  main  issues. 

First,  retirees  who  entered  the  uniformed  services  prior  to  June  7, 1956  and  then- 
surviving  spouses  would  be  able  to  use  TRICARE  Standard  or  Extra,  and  would  also  be 
able  to  enroll  in  the  FEHB  program.  These  added  benefits  could  be  used  in  addition  to 
the  Medicare  benefit.  The  DoD  would  pay  the  premiums  for  those  electing  to  use  the 
FEHB  plan,  relieving  these  beneficiaries  of  out-of-pocket  costs  [Ref.  33]. 

Second,  uniformed  services  retirees  and  their  dependents  who  entered  after  June 
7, 1956  would  be  eligible  for  increased  insurance  coverage  after  they  turn  65  [Ref  33]. 
They  could  either  enroll  in  FEHB  or  continue  to  use  TRICARE  Standard  or  Extra,  but 

could  not  choose  both  options  [Ref  34]. 

The  cost  to  the  federal  government  for  this  bill  was  $1 .5  billion  m  discretionary 
spending  over  FY01-FY05  to  cover  additional  TRICARE  payments.  The  increase  in 
direct  spending  for  FEHB  and  Medicare  costs  was  approximately  $30  billion  from  FY01- 

FY05  and  $74  billion  from  FY01-FY10  [Ref.  35]. 

Though  this  bill  had  290  cosponsors,  both  Democratic  and  Republican,  it  was  not 

passed  prior  to  the  start  of  the  second  session  of  the  106“'  Congress. 

H.R.  2966  became  H.R.  3573  in  the  2"d  session  of  the  106*  Congress  on  February 
2, 2000  under  the  same  name  and  containing  identical  wording  [Ref.  34],  The  only  real 
differences  between  these  two  bills  were  the  dates  of  introduction  and  the  Congressional 
Budget  Office  (CBO)  cost  estimates.  H.R.  3573  would  save  $1.2  billion  in  discretionary 
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spending  over  2001-2005  in  TRICARE  payments,  and  increase  direct  spending  on  FEHB 
and  Medicare  by  about  $36  billion  over  FY01-FY05,  and  $92  billion  from  FY01-FY10 
[Ref.  36  and  Ref.  37].  This  proposed  savings  to  discretionary  spending  is  based  on  an 
estimated  decrease  in  the  use  of  TRICARE,  offset  by  an  increase  in  direct  spending  for 
FEHB  and  Medicare.  This  bill  was  the  most  expensive  of  the  proposed  reforms  to  MHS, 

with  an  estimated  average  annual  cost  of  over  $9  billion  [Ref.  36]. 

H.R.  3573  had  305  supporters,  more  than  the  original  bill.  Various  lobbyist 
groups,  including  the  National  Military  Veterans  Alliance  (NMVA),  The  Military 
Coalition  (TMC),  and  The  Retired  Officers  Association  (TROA),  were  in  support  of  it 
[Ref.  38,  Ref.  39,  and  Ref.  40].  According  to  military  retiree  organizations,  the  bill 
“offers  the  most  comprehensive  coverage  for  Medicare-eligible  retirees  [Ref.  41]. 

The  next  House  bill  addressing  MHS  reform  was  H.R.  3655,  titled  “Improved 
Medical  Care  for  Troops  and  Retirees  Act.”  This  was  introduced  on  February  15, 2000 
by  Representatives  Neil  Abercrombie,  D-HI,  and  Ike  Skelton,  D-MO  [Ref.  42].  The 
House  Democrats  proposed  this  bill  as  an  alternative  to  H.R.  3573.  H.R.  3655  contained 
numerous  reform  provisions  costing  about  $150  million  in  FY01  and  about  $1.3  billion 

from  FY01-FY05  [Ref.  43]. 

The  first  added  benefit  was  making  the  Medicare  subvention  program  permanent. 
The  bill  also  increased  the  number  of  sites  under  the  prior  test  demonstration  project  and 
provided  that  DoD  would  be  reimbursed  on  a  fee-for-service  rate  instead  of  the  initial 
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adjusted  HMO  rate.  The  CBO  estimated  that  this  provision  alone  would  cost  $945 
million  over  FY01-FY10  [Ref.  43], 

Second,  the  FEHB  demonstration  program  would  be  extended  by  one  year  for 
those  already  enrolled  in  the  project,  and  would  allow  participants  to  keep  coverage  under 
FEHB  after  the  project  ends.  Only  those  previously  enrolled  in  the  project  would  be 

included  [Ref.  43]. 

The  remaining  provisions  included  a  pharmacy  benefit  similar  to  the  Pharmacy 
Pilot  program  for  Medicare-eligible  beneficiaries,  expanding  TRICARE  Prime  Remote 
boundaries,  and  elimination  of  TRICARE  co-pays.  This  was  identical  to  the  President’s 
budget  request.  Finally,  a  reduction  in  the  catastrophic  cap,  a  reimbursement  for  travel 
and  the  elimination  of  non-availability  statements  were  proposed  [Ref.  42  and  Ref.  43]. 
H.R.  3655  had  forty  cosponsors  and  the  support  of  the  TMC  lobby  group  [Ref.  41]. 

Representative  Adam  Smith,  D-WA,  introduced  a  final  major  House  bill 
addressing  MHS  on  March  16, 2000.  The  bill,  H.R.  4030,  titled  “Enhancement  of 
Military  Benefits  Act,”  was  not  entirely  dedicated  to  healthcare,  but  the  majority  of  its 
costs  were  [Ref.  44]. 

This  bill  had  two  main  provisions.  First,  all  retirees  and  their  dependants  would 
be  allowed  to  enroll  in  FEHB.  The  DoD  would  pay  the  premiums  of  $1 5.7  billion  over 
FY01-FY05  and  $43  billion  over  FY01-FY10  [Ref.  45]. 

Secondly,  Medicare  subvention  would  increase  its  number  of  sites  available, 
allow  DoD  to  be  reimbursed  as  a  fee-for-service  provider  instead  of  the  previously  used 
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adjusted  Health  Maintenance  Organization  (HMO)  rate,  and  it  would  become  a 
permanent  program  [Ref.  45].  The  CBO  cost  estimate  for  this  provision  was  $945 
million  over  FY01-FY10  [Ref.  45]. 

Lobby  groups  never  fully  supported  H.R.  4030  because  of  the  availability  of 
similar  bills  containing  more  benefits.  Although  TROA  supported  this  bill,  they  knew 
that  it  combined  several  costly  initiatives  and  they  felt  it  would  be  unlikely  to  win 
approval  [Ref.  46]. 

Eight  other  military  healthcare  reform  bills  were  introduced  in  the  House  during 
this  period.  They  ranged  from  expanding  the  FEHB  demonstration  project  to  creating  a 
permanent  FEHB  program,  available  to  retirees  worldwide.  Most  of  these  bills  contained 
provisions  that  were  similar  to  or  contained  in  the  previously  mentioned  bills  [Ref.  47]. 

B.  SENATE  PROPOSALS 

On  the  other  side  of  Congress,  the  Senate  was  busy  preparing  and  introducing 
bills  of  its  own  to  reform  the  MHS.  The  first  Senate  bill,  S.  2013,  was  sponsored  by 
Senator  John  McCain,  R-AZ.,  titled  “Honoring  Health  Care  Commitments  to 
Servicemembers  Past  and  Present  Act  of 2000”  [Ref.  48].  Introduced  on  January  27, 
2000,  it  preceded  the  House’s  new  version  of  H.R.  2966  by  only  a  few  days. 

McCain’s  bill  would  give  healthcare  delivery  options  to  Medicare-eligible 
beneficiaries  and  their  dependents.  The  first  option  was  to  make  Medicare  subvention 
permanent  and  available  nationwide.  A  second  option  allowed  Medicare-eligible  retirees 
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to  enroll  in  FEHB  and  made  it  available  worldwide  also.  The  FEHB  option  would  be 
limited  to  275,000  Medicare-eligible  retirees  only  [Ref.  41  :p.  982,  and  Ref.  49].  The 
third  option  expanded  the  mail-order  and  TRICARE  retail  pharmacy  benefit  nationwide 
to  all  Medicare-eligible  beneficiaries  [Ref.  49].  The  proposed  legislation  limited  the 
beneficiaries  to  choose  only  one  of  these  healthcare  delivery  options. 

S  2013  also  provided  seven  additional  improvements  for  the  MHS.  First  was  the 
elimination  of  co-pays  and  deductibles  for  all  active-duty  families  enrolled  m  TRICARE 
Prime.  Second  was  to  expand  the  boundaries  of  TRICARE  Prime  remote  so  active-duty 
families  would  be  covered  free-of-charge  when  they  live  far  away  from  an  MTF.  A  third 
and  forth  provision  would  promote  efficiencies  by  consolidating  and  streamlining 
administrative  processes  and  infrastructure.  Fifth,  an  account  to  help  fund  the  cost  of 
these  new  benefits  would  be  created,  funded  by  savings  generated  from  the  previous 
efficiencies.  A  sixth  provision  would  authorize  the  Secretary  of  Defense  to  enter  into 
contracts  with  private  industry  to  recover  over-payments  to  civilian  healthcare  providers. 
Finally,  the  bill  required  the  DoD  to  issue  a  nationwide  TRICARE  enrollment  card  to 
ease  and  facilitate  the  transfer  of  benefits  for  members  who  move  from  one  TRICARE 
region  to  another  [Ref.  49]. 

The  CBO  did  not  issue  an  estimate  for  S.  2013.  It  had  unique  provisions  not 
included  in  other  bills,  including  revenue  generation,  savings  measures,  and  beneficiary 
options  that  are  very  difficult  to  capture  due  to  individual  preference  or  needs. 
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Though  McCain’s  bill  had  only  ten  co-sponsors,  it  had  the  support  of  the  TMC, 
including  TROA  and  the  NMVA  [Ref.  41,  Ref.  50,  and  Ref.  51]. 

The  next  Senate  proposed  bill  was  S.  2087,  titled  “Military  Health  Care 
Improvements  Act  of 2000.”  Introduced  on  February  23, 2000  by  Senator  John  W. 
Warner,  R-VA,  S.  2087  was  backed  by  both  Republican  and  Democrat  leaders  and  was 
“expected  to  be  included  in  the  fiscal  2001  defense  authorization  bill”  [Ref.  52  and  Ref. 

41]- 

Senator  Warner’s  bill  would  increase  the  number  of  test  sites  and  extend  their 
length  to  the  end  of  FY05  for  both  Medicare  subvention  and  the  FEHB  demonstration 
projects.  The  FEHB  demonstration  project  would  also  be  limited  to  66,000  beneficiaries. 
A  third  demonstration  project  called  the  TRICARE  Senior  Supplement  would  also  be 
extended  to  FY05.  TRICARE  Senior  Supplement  is  a  supplemental  insurance  program 
where  enrollees  pay  a  fee,  lose  eligibility  for  care  in  the  MTFs,  and  TRICARE  acts  as  a 
second  payer  to  Medicare  similar  to  an  insurance  provider  [Ref.  52]. 

Another  provision  of  S.  2087  included  the  nationwide  expansion  of  the  mail  order 
pharmacy  (but  not  its  retail  network)  to  Medicare-eligible  beneficiaries.  The  enrollment 
fees  for  this  pharmacy  benefit  would  also  be  lowered.  Another  was  the  elimination  of  co¬ 
pays  for  TRICARE  Prime  beneficiaries.  Others  included  the  establishment  of  a  patient 
safety  tracking  and  reporting  system,  and  expanding  the  TRICARE  Prime  remote 
boundaries.  Finally,  S.  2087  contained  many  other  provisions  that  had  little  or  no 
budgetary  impact,  such  as  studies  or  pharmaceutical  identification  [Ref.  53]. 
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According  to  CBO  estimates,  S.  2087  would  raise  both  direct  spending  to 
Medicare  and  discretionary  spending  to  the  DoD.  Direct  spending  would  increase  by 
$457  million  over  FY01-FY05  and  DoD  spending  would  increase  by  $830  million  over 
FY01-FY10  [Ref.  53]. 

Outside  the  Senate,  support  for  the  Warner  bill  was  not  as  strong.  Military 
organizations  criticized  it,  stating  “it  would  not  make  permanent  either  Medicare 
subvention  or  the  federal  employees  health  care  program”  [Ref  54].  The  NMVA  used 
more  direct  language,  saying  “  we  are  extremely  disappointed”  because  those  programs 
would  not  be  made  permanent  [Ref  3?].  Further  disappointing  the  retirees,  S.  2087 
provided  for  deductibles  and  enrollment  fees  to  the  pharmacy  benefit  and  denied  access  to 
the  retail  pharmacy  [Ref.  39],  The  TMC  also  did  not  support  S.  2087  because,  in  their 
view,  it  inadequately  addressed  coverage  for  retirees  [Ref.  50]. 

Inside  the  Senate,  S.  2087  has  its  naysayers  also.  Senator  McCain  stated  that  it 
“falls  short  of  our  pledge  to  reform  the  military  health  care  delivery  system  for  our 
veterans,  especially  our  oldest  veterans,  retirees  and  their  survivors”  [Ref.  51].  Senator 
Warner  acknowledged  that  S.  2087  “falls  short  of  the  expectations  of  the  retired 
community,”  but  he  felt  it  was  a  “much  needed  first  step”  [Ref.  54]. 

On  March  29,  Senator  Tim  Johnson,  D-S.D.,  introduced  S.  2003,  titled  “Keep  Our 
Promise  To  America’s  Military  Retirees  Act”  [Ref.  55].  S.  2003  contained  wording  and 
costs  identical  to  those  in  the  House  bill  H.R.  3573.  Consequently,  there  were  two 
identical  bills  concurrently  gaining  support,  one  in  the  House  and  the  other  in  the  Senate. 


28 


Support  for  S.  2003  was  high  among  Republicans,  Democrats,  and  lobbyist  groups  [Ref. 
55  and  Ref.  56]. 

Influenced  by  competing  bills  and  a  lack  of  support  from  military  retiree  lobbyist 
groups,  Senator  Warner  introduced  yet  another  healthcare  reform  bill  on  May  1, 2000. 
Stressing  that  his  first  bill,  S.  2087,  was  just  to  “solicit  comment,”  his  new  bill  would 
“build  on  his  initial  proposal”  from  February  [Ref.  50  and  Ref.  57]. 

Warner’s  newest  bill,  S.  2486,  was  titled  the  same  as  his  previous  bill  the 
“Military  Health  Care  Improvements  Act  of  2000”  [Ref.  57].  This  new  legislation 
offered  changes  welcomed  by  the  retiree  organizations.  According  to  Senator  Warner, 
“after  hearings  and  public  forums  held  in  Washington,  DC  and  at  military  bases,”  we 
have  “heard  from  military  retirees  and  their  veterans  organizations.”  This  was  the 
premise  for  his  new  bill  [Ref.  57]. 

S.  2486  addressed  the  main  concerns  of  the  TMC,  including  the  NMVA  and 
TROA,  by  adding  two  major  provisions.  First,  the  retail  pharmacy  benefit  was  added. 
Second,  prescription  drug  benefit  deductibles  and  enrollment  fees  were  eliminated  [Ref. 
57  and  Ref.  58].  CBO  estimated  the  cost  of  these  two  additional  provisions  to  be  about 
$134  million  for  FY01  and  about  $580  million  for  FY01  -FY05  [Ref.  59  and  Ref.  60], 

The  Senate  introduced  four  other  bills  during  this  period.  Again,  most  of  the 
proposed  provisions  were  included  in  the  previously  mentioned  larger  bills  [Ref.  47]. 
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IV.  FY01  HEALTHCARE  REFORM  BILLS 


A.  THE  BUDGET  RESOLUTION 

The  House  and  Senate  approved  a  conference  agreement  for  the  concurrent  budget 
resolution  (CBR)  (H.  Con.  Res.  290)  on  April  13, 2000  [Ref.  61].  Included  in  the 
resolution  was  an  amendment  by  Senator  Tim  Johnson,  D-SD.  This  established  a  reserve 
account  setting  aside  money  for  improvements  to  military  retirees’  healthcare.  The 
purpose  behind  Senator  Johnson’s  amendment  was  to  encourage  action  on  military 
healthcare  legislation.  The  proposed  reserve  account  was  unlimited  in  funding  as  long  as 
it  did  not  add  to  the  federal  deficit.  This  left  the  amounts  to  be  funded  in  the  reserve 
account  up  to  the  conferees  [Ref.  62].  As  noted  in  Chapter  III,  the  reserve  account  had  its 
desired  effect. 

The  Senate  Budget  Committee  Chairman,  Senator  Pete  Domenici,  R-NM, 
defeated  the  reserve  account  proposal  in  committee  and  then  agreed  to  a  compromise. 

The  compromise  specified  that  the  reserve  account  would  cover  only  the  retiree  health 
upgrades  included  by  the  Senate  Armed  Services  Committee  in  the  Senate  passed  FY01 
Defense  Authorization  Act  [Ref.  62]. 

During  the  conference  on  the  budget  resolution,  the  reserve  account  was  reduced 
beyond  Senator  Domenici’s  recommendation,  to  a  cap  of  $50  million  in  FY01,  and  a 
cumulative  $400  million  for  FY01  through  FY05  [Ref.  62]. 
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TROA  was  “extremely  disappointed  that  the  budget  resolution  conferees  failed  to 
give  the  healthcare  reserve  account  the  priority  it  deserved.”  TROA  stated  the  House  and 
Senate  would  have  to  craft  “alternate  savings  offsets  to  enact  retiree  healthcare  relief’ 
because  the  reserve  account  was  too  small  [Ref.  62]. 

Based  on  the  proposed  initial  estimates  for  military  healthcare  reform,  the  $50 
million  cap  in  FY01  for  retiree  healthcare  upgrades  fell  short  of  its  purpose.  The  reserve 
fund’s  purpose,  other  than  to  encourage  legislative  action,  was  to  “fund  improvements  to 
healthcare  programs  for  military  retirees  and  their  dependents  in  order  to  fulfill  the 
promises  made  to  them”  [Ref.  63].  The  budget  resolution  was  not  going  to  fulfill  the 
MHS  reform  of  a  “lifetime  health  care  commitment”  that  TROA  and  other  military  lobby 
groups  wanted  [Ref.  62]. 

According  to  other  lawmakers,  the  $400  million  reserve  fund  would  help  pay  for 
the  military  retiree’s  prescription  drugs  [Ref.  64].  Retirees  and  their  lobby  groups  agreed 
that  “the  pharmacy  benefit  is  the  most  critical  benefit,”  but  argued  that  the  $400  million 
would  not  go  far  enough  to  provide  adequate  healthcare  for  military  retirees  [Ref.  64]. 

Subsequently,  the  full  House  and  Senate  approved  the  military  retiree  reserve 
account  at  the  conferees  level  in  the  FY01  CBR  [Ref.  63]. 

B.  DEPARTMENT  OF  DEFENSE  APPROPRIATION  ACT  FOR  FISCAL  YEAR 
2001 

The  appropriators  acted  next  and  had  the  “Department  of  Defense  Appropriations 
Bill,  2001”  completed  before  the  National  Defense  Authorization  bill. 
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The  House  bill,  H.  R.  4576  (FY01  Department  of  Defense  Appropriation  Bill) 
passed  the  House  of  Representatives  on  June  7, 2000.  It  included  an  increase  in  FY01 
DHP  funding  of  $542  million  over  the  President's  budget  request.  This  was  an  increase 
of  over  $988  million  from  the  FY00  DHP  appropriation  [Ref.  65]. 

Included  in  the  additional  $542  million  was  $280  million  to  support  initiatives  to 
improve  TRICARE.  The  initiatives  included  $134  million  to  optimize  use  of  the  MTFs 
and  improve  TRICARE  business  practices,  and  to  provide  additional  support  staff  to 
primary  care  providers  in  the  military  direct  care  system.  $94  million  was  added  to  fund 
a  TRICARE  Senior  Pharmacy  program  and  $32  million  was  added  to  reduce  the 
catastrophic  cap  for  retired  TRICARE  beneficiaries.  Finally,  about  $21  million  was 
added  to  improve  claims  processing,  fund  a  study  on  health  care  options  for  Medicare- 
eligible  military  retirees,  and  to  reimburse  travel  payments  for  certain  patients  who  have 
to  travel  long  distances  from  their  primary  health  care  facility  [Ref.  65]. 

Also  included  in  the  $542  million  was  $262  million  for  research  and  development 
programs.  The  two  main  programs  were  $175  million  for  breast  cancer  research  and  $75 
million  for  prostate  cancer  research  [Ref.  65]. 

Shortly  after,  the  Senate  passed  its  version  of  the  bill,  S.  2593  (Department  of 
Defense  Appropriation  Bill,  2001)  on  June  13, 2000.  The  Senate  bill  consisted  of  an 
increase  in  FY01  DHP  funding  of  $529  million  over  the  President's  budget  request.  This 
was  an  increase  of  over  $976  million  from  the  FY00  DHP  appropriation  [Ref.  59]. 


33 


Included  in  the  additional  $529  million  was  $192  million  for  numerous  small 
projects  and  proposals,  and  $137  million  for  a  military  retiree  pharmacy  benefit  [Ref.59]. 

Also  included  in  the  $529  million  was  $337  million  for  research  and  development 
programs.  The  two  main  projects  were  the  same  as  the  House's,  i.e.,  $175  million  for 
breast  cancer  research  and  $100  million  for  prostate  cancer  research  [Ref.  59].  (Table  1 
gives  a  summary  of  the  main  provisions  and  their  estimated  cost). 


Table  1, 

Budget 

House 

Senate 

conference/law 

Total  DHP  Cm  millions  of  dollars). 

11.600 

12,130 

12,117 

Major  adjustments  to  DHP  (in  thousands  of  dollars). 

Operations  and  Maintenance 

Medicare-eligible  Health  Options  study 

2,000 

2,00C 

Claims  Processing  Initiative 

3,600 

3,600 

MTF  Optimization 

|  134,00( 

Reimbursement  for  Travel  Expense 

15,000 

Reduced  Catastrophic  Cap 

32,000 

Senior  Pharmacy  Benefit 

94,000 

Military  Retiree  Pharmacy  Benefit 

137,000 

Senior  Pharmacy  Increase 

100  OOC 

A  wUjVUV 

Research  and  Development 

Breast  Cancer  Research  Program 

175,000 

175,000 

Prostate  Cancer  Research  Program 

75,000 

100,000 

100,000 

Medical  Research  Program 

50,000 

50,000 

Table  1.  Appropriation  bills  comparison  [After  Ref.  66] 


34 


A  conference  agreement  on  defense  appropriations  (H.  R.  4576)  was  approved  in 
the  House  on  July  19,  and  in  the  Senate  on  July  27.  The  conference  agreement  provided 
for  an  increase  to  the  DHP  of  $963  million  over  the  F Y00  appropriation  level.  Included 
in  the  $963  million  was  the  elimination  of  TRICARE  Prime  co-pays  and  the  expansion  of 
TRICARE  Prime  Remote  for  active-duty  families.  According  to  appropriators,  the  FY01 
appropriation  also  contained  enough  money  to  "implement  expanded  pharmacy  access  to 
retirees"  [Ref.  61]. 

Based  on  a  Secretary  of  Defense  and  Office  of  Management  and  Budget  (OMB) 
estimate,  the  pharmacy  benefit  would  cost  about  $200  million  for  FY01  [Ref.  66].  The 
conferees  recommended  addressing  this  by  “providing  an  additional  $100  million”  for  a 
senior  pharmacy  benefit  in  the  DHP  appropriation.  They  also  included  in  the  conference 
agreement  $100  million  in  “contingent  emergency  appropriations.”  This  money  would 
be  available  if  the  President  and  Congress  thought  it  necessary  to  further  fund  the 
pharmacy  initiative  [Ref.  66]. 

The  conferees  fully  funded  both  the  breast  cancer  and  the  prostate  cancer  research 
programs,  as  were  a  Medicare-eligible  Health  Options  study  and  initiatives  to  improve 
claims  processing.  Reimbursement  for  travel  expenses  and  money  to  reduce  the 
catastrophic  cap  were  not  approved  for  funding  (Ref.  66]. 

A  comparison  of  the  President’s  budget,  the  House  and  Senate  appropriation  bills, 
and  the  appropriations  conference  agreement  is  provided  in  Table  1. 
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The  approved  conference  agreement  was  then  sent  to  the  President  to  be  signed 
into  law.  The  President  signed  the  enrolled  bill  (H.  R.  4576),  the  "Department  of  Defense 
Appropriations  Act,  2001"  into  law  (P.  L.  106-259)  on  August  9, 2000  [Ref.  67]. 

C.  NATIONAL  DEFENSE  AUTHORIZATION  ACT  FOR  FISCAL  YEAR  2001 
The  House  approved  H.  R.  4205,  the  “Floyd  D.  Spence  National  Defense 
Authorization  Act  for  Fiscal  Year  2001”  on  May  18, 2000  [Ref.  61].  The  House  argued 
that  the  President’s  budget  request  neglected  any  initiatives  to  improve  military  health 
care  benefits  for  Medicare-eligible  military  retirees,  but  were  encouraged  by  the  JCS  to 
add  major  reforms  themselves  [Ref.  68]. 

A  major  concern  to  the  House  was  what  they  determined  to  be  an  incomplete 
reform  effort  by  the  DoD.  In  an  effort  to  determine  what  reforms  were  required,  the 
House  Armed  Services  Committee  conducted  oversight  hearings,  informal  investigations, 
and  meetings  with  all  stakeholders  involved.  This  significant  endeavor  produced  findings 
that  formed  the  basis  for  the  House  authorization  bill  [Ref.  68]. 

The  findings  included  the  fact  that  the  “prescription  drug  benefit  to  Medicare- 
eligible  military  retirees  and  their  dependents  was  given  the  highest  priority  by  all  stake 
holders”  [Ref.  68].  A  second  finding  was  that  all  the  demonstration  programs  currently 
running  for  retired  military  Medicare-eligible  beneficiaries  were  not  sufficiently 
developed  to  become  permanent  [Ref.  68].  Thirdly,  Medicare’s  cost  to  process  claims 
was  found  to  be  three  to  four  times  cheaper  than  for  the  MHS  to  process.  This  cost 
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proved  to  the  Committee  that  a  savings  of  hundreds  of  millions  of  dollars  annually  could 
be  retained  by  investing  in  reform  of  the  MHS  claims  systems  [Ref.  68].  A  fourth  finding 
concerned  problems  with  access  to  the  MTFs  due  to  poor  information  technology  usage 
and  funding  limits  that  both  reduced  MHS  optimization.  Finally,  MHS  benefits  were 
found  not  to  be  easily  portable  from  one  region  to  the  next  [Ref.  68]. 

Based  on  these  findings,  the  Committee  recommended  39  changes  in  the 
authorization  bill.  These  changes,  totaling  $257  million  in  FY01  and  $2.94  billion  in 
FY01  through  FY05  in  discretionary  spending,  and  $21  million  in  FY01  and  $165 
million  for  FY01  through  FY05  in  direct  spending,  were  not  inexpensive 
recommendations  [Ref.  69].  (Appendix  A  contains  a  complete  list  of  MHS  authorization 
provisions  by  both  the  House  and  Senate). 

The  largest  reform  recommendation  by  the  House  in  the  authorization  bill  was  the 
implementation  of  the  TRICARE  Senior  Pharmacy  program.  At  a  cost  of  $94  million  in 
FY01  and  over  $2  billion  from  FY01  through  FY05,  it  was  by  far  the  single  most 
expensive  new  provision  for  the  DHP  in  the  bill.  This  benefit  allows  Medicare-eligible 
beneficiaries  to  use  MTF  pharmacies  free  of  charge,  the  DoD’s  National  Mail  Order 
Pharmacy  (NMOP),  the  retail  pharmacy  network,  and  non-network  providers.  These 
beneficiaries  would  have  the  same  co-pays  as  other  beneficiaries,  with  no  enrollment  fee 
required  [Ref.  70]. 

The  Committee  recommended  the  extension  of  the  TRICARE  Senior  Supplement 
program,  the  TRICARE  Senior  Prime  demonstration  program,  and  the  FEHB 
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demonstration  program  to  the  end  of  FY03.  These  extensions  would  ensure  each 
program  receives  a  fair  and  comprehensive  test,”  to  “make  recommendations  to  Congress 
on  what  a  permanent  program  of  healthcare  for  the  Medicare-eligibles  should  provide” 
[Ref.  68  and  Ref.  70]. 

Other  programs  authorized  included  the  elimination  of  co-pays  and  the  expansion 
of  TRICARE  Prime  Remote  for  active-duty  families.  Recommendations  to  increase  DHP 
funds  for  the  modernization  and  optimization  of  MTFs,  to  provide  additional  support  staff 
for  providers,  and  to  improve  claims  processing  were  approved  by  the  Committee. 

Finally,  increases  to  the  FY01  DHP  were  recommended  for  reimbursement  for  certain 
travel  expenses,  to  reduce  the  catastrophic  cap,  for  a  pharmaceutical  identification 
program,  and  for  a  patient  safety  tracking  system  [Ref.  68]. 

The  Senate  Armed  Services  Committee  used  H.  R.  4205  as  a  platform  for  their 
version  of  the  S.  2549,  “National  Defense  Authorization  Act  for  Fiscal  Year  2001”  [Ref. 
61].  The  Committee  stated  that  this  year  it  “focused  on  improving  military  health  care 
for  our  active  duty  and  retired  personnel  and  their  families”  [Ref.  60].  The  Committee 
viewed  its  approximately  35  recommended  changes  and  additions  in  the  authorization  bill 
to  be  a  first  step  toward  providing  a  comprehensive  healthcare  benefit  to  the  MHS  and 
retired  military  Medicare-eligible  beneficiaries  [Ref..  60]. 

Once  again  the  largest  reform  recommendation  in  the  authorization  bill  concerned 
the  pharmacy  benefit.  The  Senate  committee  also  wanted  to  expand  the  pharmacy 
program  to  include  Medicare-eligible  beneficiaries.  This  benefit  was  the  same  as  the 
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House  version  except  it  would  not  cover  the  use  of  non-network  providers.  The  cost  of 
this  program  was  $49  million  in  FY01  and  $623  million  for  FY01  through  FY05  [Ref.  60 
and  Ref.  70]. 

The  Committee  also  recommended  the  extension  of  the  TRICARE  Senior 
Supplement  program,  the  TRICARE  Senior  Prime  demonstration  program,  and  the  FEHB 
demonstration  program  through  December,  2005  [Ref.  60]. 

Numerous  other  programs  were  authorized  that  were  identical  to  the  House’s 
recommendation.  These  included  the  elimination  of  co-pays  and  the  expansion  of 
TRICARE  Prime  Remote  for  active-duty  families.  A  recommendation  was  included  to 
increase  DHP  funds  for  the  modernization  and  optimization  of  MTFs,  and  to  provide 
additional  support  staff  for  providers.  Finally,  increases  to  the  DHP  were  recommended 
for  a  pharmaceutical  identification  program,  and  for  a  patient  safety  tracking  system  [Ref. 
60]. 

Senator  John  McCain  brought  attention  to  what  he  stated  was  of  great  concern  to 
the  military  retirees  and  their  families,  i.e.,  the  “broken  promise”  of  a  lifetime  of  free 
medical  care,  “especially  for  those  over-age  65”  [Ref.  60].  He  noted  that  “while  the 
committee  included  some  key  health  care  provisions,  they  failed  to  meet  what  I  think  is 
the  most  important  requirement,”  the  permanent  “restoration  of  this  broken  promise” 

[Ref.  60].  (See  Appendix  A  for  a  complete  list  and  comparison  of  the  House  and  Senate 
authorization  bills). 
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On  June  7th,  the  Senate  Armed  Services  Committee  added  an  amendment  by 
Senator  John  Warner  to  S.  2549.  Senator  Warner  wanted  a  fully  funded,  permanent 
program  that  would  provide  Medicare-eligible  retirees  and  their  family  members  a  choice 
of  using  TRICARE  Prime,  or  the  option  of  using  TRICARE  Standard  as  a  second  payer 
to  Medicare.  These  benefits  would  have  either  no  premiums  or  enrollment  fees,  or  would 
have  the  same  premiums  and  enrollment  fees  as  for  the  under-65  retirees.  He  also  sought 
to  open  up  the  DoD  retail  and  NMOP  programs  to  Medicare-eligibles  [Ref.  71]. 

Secretary  Cohen  again  stated  that  the  “administration  supports  further 
improvements  in  military  health  care.”  He  also  admitted  that  they  were  “concerned  that 
more  work  was  needed  on  these  proposals  before  deciding  which,  if  any,  should  be 
pursued  and  how  to  fund  those  without  hurting  our  overall  health  care  operations  or  other 
defense  priorities”  [Ref.  72]. 

Senator  Warner’s  amendment  was  financially  limited  by  Senate  rules  pertaining  to 
the  budget  resolution’s  cap  on  the  amount  of  funding  available  for  retiree  health  care 
improvements.  His  amendment  needed  to  stay  within  the  Senate’s  previously  approved 
budget  cap.  To  accomplish  this  and  satisfy  his  program  goals,  the  Senator  had  to  limit  his 
program  to  begin  in  October,  2001  and  end  in  October,  2003.  But  he  continued  to  stress 
his  “continuing  priority  to  ensure  permanent  authority  and  funding  in  2001”  [Ref.  71]. 

Senator  Warner’s  amendment  replaced  three  of  the  original  provisions  in  the 
proposed  Senate  bill.  These  included  the  extensions  to  FY05  of  the  FEHB 
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demonstration,  the  TRICARE  Senior  Supplemental  demonstration,  and  the  TRICARE 
Senior  Prime  demonstration  programs  [Ref.  73]. 

TROA  supported  this  amendment  as  a  step  in  the  right  direction.  They  were 
looking  for  the  conference  committee  to  support  a  “change  in  position  by  the  House 
leadership”  and  to  “spark  Senate  leaders  to  find  a  way  around  the  budget  limits  imposed” 
[Ref  71]. 

On  July  13, 2000,  the  Senate  passed  S.  2549  with  Senator  Warner’s  amendment. 
Next  both  authorization  bills,  S.  2549  and  H.  R.  4205,  went  to  conference. 

The  late  July  conference  agreement  on  the  defense  appropriation  bill  ensured  that 
the  caps  imposed  by  the  Senate  for  retiree  health  care  upgrades  would  be  adhered  to.  If 
Congress  were  to  fully  fund  Senator  Warner’s  amendment  and  make  it  permanent,  they 
would  have  to  find  a  way  around  the  caps. 

Secretary  Cohen  stated  that  while  “our  military  people  will  benefit  substantially 
from  both  bills’  improvements”  to  the  DHP,  “the  bill  needs  to  include  full  funding  for 
this  new  benefit,  about  $200  million  for  FY01”  [Ref.  72],  Secretary  Cohen  was  again 
concerned  that  an  unfunded  MHS  program  would  be  imposed  on  the  DoD,  thus 
negatively  affecting  high  priority  DoD  readiness  programs. 

On  September  21,  Representative  Steve  Buyer,  R-IN,  proposed  making  the 
Warner  proposal  permanent.  To  ensure  it  would  not  have  to  compete  with  other  defense 
programs,  he  also  proposed  setting  up  a  trust  fund  to  pay  for  it  [Ref.  71].  Representative 
Buyer  indicated  that  “House  leaders  will  agree  to  support  funding  these  proposals  this 
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year”  [Ref.  71].  Senator  Warner  indicated  that  he  was  “optimistic”  that  Congress  will 
“enact  a  defense  authorization  bill  that  for  the  first  time  will,  over  Pentagon  objections, 
give  veterans  military  health  care  coverage  for  life”  [Ref.  74].  The  Warner  amendment 
had  now  picked  up  the  name  TRICARE-For-Life  by  military  lobby  groups  and  news 
organizations.  TRICARE-For-Life  eventually  became  the  name  of  the  retiree  benefit 
passed  by  the  conference  agreement. 

A  major  decision  was  made  during  conference  to  classify  the  retired  military 
benefits  as  an  entitlement.  “New  and  existing  medical  benefits  to  beneficiaries  age  65 
and  older  provided  by  the  DoD  would  become  an  entitlement”  [Ref.  75].  If  TRICARE- 
For-Life  passed  as  an  entitlement,  not  only  would  the  cap  on  the  reserve  fund  for  military 
retiree  healthcare  be  exceeded,  but  the  budget  resolution  cap  for  entitlement  spending 
would  also  be  exceeded.  The  Senate  and  House  discussed  ways  to  bypass  the  budget 
resolution  caps. 

In  conference,  the  new  entitlements  were  agreed  to  along  with  numerous  other 
MHS  provisions.  The  House  approved  H.  R.  4205,  titled  the  “Enactment  of  Provisions  of 
H.  R.  5408,  The  Floyd  D.  Spence  National  Defense  Authorization  Act  for  Fiscal  Year 
2001”  on  October  1 1, 2000  [Ref.  76].  The  following  day,  Senator  Warner  offered  a 
motion  on  the  Senate  floor  to  have  the  budget  caps  waived.  The  motion  was  approved, 
freeing  the  Senate  to  pass  the  authorization  conference  agreement  containing  all  the  MHS 
reform  proposed  [Ref.77].  The  Senate  approved  the  bill  and  forwarded  it  to  the  President 
for  his  signature. 
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The  approved  conference  agreement,  H.  R.  4205,  was  signed  by  President  Clinton 
on  October  30, 2000  as  P.  L.  106-398  [Ref.  71].  It  contained  two  main  benefits  for 
Medicare-eligible  retirees.  These  were  to  be  funded  as  entitlements  using  an  accrual  trust 
fund  similar  to  what  Representative  Buyer  had  proposed.  The  fund  would  be  called  the 
“DoD  Medicare-Eligible  Retiree  Health  Care  Fund”  [Ref.  70].  The  new  TRICARE-For- 
Life  provision  (slightly  expanded  from  the  Warner  amendment)  and  the  implementation 
of  a  TRICARE  Senior  Pharmacy  program  would  now  be  entitlements. 

As  previously  mentioned,  the  final  authorization  act  contained  the  TRICARE-For- 
Life  provision.  This  permanent  provision  became  effective  October  2001 .  The 
TRICARE  Senior  Prime  demonstration  project  would  remain  in  effect  until  October  2001 
to  fill  in  the  gap  until  TRICARE-For-Life  began.  This  cost  about  $1.9  billion  for  FY01 
through  FY03.  CBO  estimated  that  these  new  benefits  would  increase  direct  spending 
beginning  in  FY01  by  $23  million  and  from  FY01  through  FY10  by  about  $60  billion. 
This  included  the  cost  of  the  TRICARE  Senior  Prime  demonstration  project,  the  expected 
increase  in  MHS  users,  the  TRICARE-For-Life  benefit,  and  the  increase  in  the  quality  of 
the  benefit  provided  (more  expensive  and  better  procedures  that  may  not  have  been 
accomplished  had  they  been  paid  for  out-of-pocket)  [Ref.  76]. 

A  second  provision  is  the  implementation  of  the  TRICARE  Senior  Pharmacy 
program.  This  permanent  provision  becomes  effective  April  2001.  The  pharmacy 
program  provides  retired  military  Medicare-eligible  beneficiaries  and  their  families  the 
same  pharmacy  benefit  available  to  other  MHS  beneficiaries  with  no  enrollment  fees. 
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They  are  allowed  to  use  MTFs,  NMOP,  the  TRICARE  retail  network,  and  non-network 
pharmacies  [Ref.70  and  Ref.  78].  This  benefit  was  expected  to  cost  $94  million  in  FY01 
and  $2  billion  for  FY01  through  FY05  [Ref.  70]. 

The  DoD  is  required  to  pay  $29  billion  into  the  trust  fund  from  FY03  through 
FY10.  The  DoD  plans  to  save  approximately  $21.4  billion  over  the  same  period  due  to 
not  paying  for  that  care  out  of  its  discretionary  funds.  Congress  intends  to  appropriate  the 
$1.9  billion  for  the  TRICARE  Senior  Prime  demonstration  project,  pull  the  $21.4  billion 
back  from  future  DoD  appropriations,  and  appropriate  the  anticipated  $29  billion  for  the 
DoD  to  make  its  accrual  payments.  Because  benefits  would  be  paid  before  the  accrual 
payments  are  made  ($60  billion  over  10  years  compared  to  only  $29  billion  to  be 
recorded)  the  U.  S.  Treasury  would  make  annual  payments  to  cover  the  unfunded  liability 
[Ref.  76  and  Ref.  79]. 

There  were  approximately  forty  additional  provisions  contained  in  the 
authorization  act.  The  original  two  provisions  from  Secretary  Cohen  to  eliminate  co¬ 
payments  and  to  expand  the  TRICARE  Prime  Remote  for  active-duty  and  their  families 
were  approved  [Ref.  78].  The  initiatives  to  optimize  use  of  the  MTFs,  to  provide 
additional  support  staff  for  providers,  to  improve  claims  processing,  and  for  a  patient 
safety  tracking  system  were  included.  Also  approved  was  the  pharmaceutical 
identification  program,  the  reimbursement  for  certain  travel  expenses,  and  the  reduction 
of  the  catastrophic  cap  [Ref.  78  and  Ref.  70].  (Appendix  A  is  provided  as  a  complete 
reference  for  all  provisions  included  in  the  final  authorization  conference  agreement). 
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The  groundwork  has  been  laid  with  the  passage  of  the  authorization  and 
appropriation  acts.  It  is  up  to  the  DoD  to  act  upon  and  make  the  new  reform  initiatives 
work. 

Congress  approved  provisions  for  optimization,  modernization,  improved  claims 
processing,  and  additional  support  staff.  All  these  were  to  reform  the  MHS  and  remedy 
ongoing  problems.  They  will  not  impact  DoD  payments  to  the  trust  fund  after  FY10  or 
the  increased  usage  of  the  MHS  by  the  over-65  population. 

The  retired  military  Medicare-eligible  beneficiaries  will  be  more  likely  to  use  the 
MHS  because  of  lower  cost  and  a  perceived  better  benefit.  They  may  also  seek  care  that 
they  previously  would  not  have  due  to  the  high  cost  they  once  paid  out-of-pocket 
(medications  included). 

The  DoD  will  need  to  provide  more  care  to  the  retired  population  via  the  MHS 
that  was  not  considered  part  of  their  primary  mission.  The  MHS  may  not  be  prepared  for 
the  future  influx  of  retirees  and  the  unique  care  they  will  require.  The  approved  increase 
in  support  staff  will  need  to  focus  on  the  new  Medicare-eligible  beneficiaries,  not 
necessarily  helping  ease  the  active-duty  family  problems  of  access  to  care.  These 
concerns  need  to  be  addressed  by  the  DoD  and  future  legislative  actions. 
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V.  SUMMARY  AND  CONCLUSIONS 


A.  SUMMARY  AND  CONCLUSIONS 

Congress  addressed  MHS  reform  for  FY01  by  passing  legislation  to  create 

additional  benefits  for  military  retired  Medicare-eligible  beneficiaries,  by  increasing 

funding  for  the  DHP,  and  numerous  other  initiatives  covering  all  MHS  beneficiaries. 

“This  is  a  huge  win  for  military  retirees,”  said  U.S.  Representative  Floyd 
D.  Spence,  Chairman  of  the  House  Aimed  Services  Committee, 

“Healthcare  for  service  members  and  their  families  is  a  major  component 
of  the  military  benefits  package.  The  Administration  had  promised  to 
include  significant  healthcare  improvements  for  service  members  and 
military  retirees  in  their  budget  proposal,  but  failed  to  deliver.  I  am 
extremely  proud  to  say  that  the  House-Senate  conference  committee 
accepted  the  challenge  and  provided  permanent  lifetime  healthcare  to 
America’s  military  retirees  and  their  eligible  family  members”  [Ref.  80]. 


This  legislation  was  not  supported  by  all  of  Congress.  Senator  Robert  Kerrey,  D- 
NE,  was  just  one  Senator  who  voted  against  the  authorization  conference  agreement. 
Senator  Kerrey  voted  against  it,  prefacing  his  vote  by  asking,  “what  problem  are  we 
attempting  to  solve  at  an  eventual  annual  cost  of  $10  billion”  [Ref.  84]?  He  stated  that 
“By  changing  the  law,  we  will  in  essence  be  providing  a  subsidy  for  military  retiree 
health  insurance  coverage  that  contains  no  deductibles  or  co-payments  and  a  generous 
prescription  drug  benefit.  Imagine  the  cost  if  we  did  the  same  for  all  Medicare 
beneficiaries”  [Ref.  84]? 

Senator  Kerrey  gave  four  reasons  for  voting  against  the  authorization  bill  that 
included  the  TRICARE-For-Life  provision.  First,  he  stated  that  supporting  this  measure 
“exaggerates  the  promise  that  was  made  to  the  men  and  women  who  volunteered  and 
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served  in  our  Armed  Forces”  [Ref.  84].  In  his  view,  military  retirees  were  well  served  by 
Medicare,  noting  that  “Medicare  is  healthcare”  [Ref.  85]. 

Secondly,  he  argued  that  acceptance  of  this  provision  is  an  admission  that 
“Medicare  is  an  inadequate  program”  [Ref.  84]. 

His  third  objection  was  that  the  “source  of  the  money  will,  of  course,  be 
individual  and  corporate  income  taxes”  [Ref.  84].  He  likens  this  to  a  tax  payer  subsidy  of 
military  retirees’  benefits. 

Finally,  he  explained  that  we  are  in  danger  of  breaking  the  budget  caps  on  a 

habitual  basis  [Ref.  84].  “The  defense  conference  agreement  requires  $60  billion  worth 

of  spending  beyond  the  budget  resolution.”  He  notes  that  others  are  saying  to  him,  “don’t 

worry,  we  have  to  get  out  of  town”  [Ref.  86].  Senator  Kerrey  implied  that  others  are 

agreeing  without  caring  about  the  future  impact  of  the  healthcare  spending  provisions,  but 

they  just  want  to  finish  the  session. 

Senator  Phil  Gramm,  R-TX,  also  voted  against  the  bill,  arguing  that, 

“The  House  entered  into  that  conference  with  a  program  that  cost  $945 
million.  The  Senate  went  into  conference  with  a  program  that  cost  $466 
million.  They  came  out  of  conference  with  a  program  that  cost  $60 
billion,  and  committed  us  to  a  70-year  debt  of  $200  billion”  [Ref.  86]. 

He  believed  “we  are  all  thinking  that  there  is  no  end  to  American  prosperity  and 
American  suipluses"”[Ref.  86]. 

Senators  supporting  the  legislation  outnumbered  the  opposition,  84  to  9. 

Supporters  claimed  that  these  Medicare-eligible  military  retirees  were  “time  and  time 
again,  told  they  would  have  for  life  their  healthcare”  [Ref.  85]. 
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Senator  Warner  countered  the  arguments  of  Senator  Kerrey  and  Senator  Gramm 
with  claims  that  we  do  “have  an  obligation  to  military  retirees,”  and  that  we  “have  to  find 
a  way  to  fix  the  healthcare  system  for  retirees”  [Ref.  85]. 

The  initiatives  approved  for  the  MHS  to  improve  problems  with  claims 
processing,  increased  access  to  MTFs,  standardized  benefits,  and  optimized  use  of  MTFs 
help  all  beneficiaries.  Two  initiatives  imposed  on  the  DoD  --  the  reduction  in  the 
catastrophic  cap  and  reimbursement  for  certain  travel  expenses  ~  were  both  included  in 
the  authorization  bill  although  funding  for  them  was  not  included  in  the  appropriation 
bill.  Thus  Secretary  Cohen  was  correct  in  warning  Congress  against  adding  new  benefits 
without  funding. 

This  mismatch  between  the  authorization  and  appropriation  bills  will  need  to  be 
addressed  by  a  joint  effort  between  DoD,- the  authorizes,  and  the  appropriators.  They  can 
resolve  this  problem  any  number  of  ways.  The  two  provisions  in  question  did  not  have 
specific  start  dates,  so  they  may  agree  to  hold  off  until  FY02  to  start  and  fund  them. 

They  may  decide  to  pass  a  supplemental  bill  to  fund  them  in  FY01 .  They  may  reprogram 
money  or  require  the  DoD  to  reprogram  money  from  other  programs  to  fund  them. 

Finally,  they  may  decide  that  DoD  will  need  to  pay  for  them  out  of  its  current 
appropriation.  The  DoD  must  conform  to  the  law  and  implement  the  programs  when 
tasked  to  do  so  [Ref.  83]. 

General  Shelton  observed  that,  “keeping  our  promise  of  ensuring  quality 
healthcare  for  military  retirees  is  not  only  the  right  thing  to  do,  it  also  is  a  pragmatic 
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decision  because  it  sends  a  strong  signal  to  those  considering  a  career  in  uniform”  [Ref. 
81].  Even  with  the  funding  issue  on  the  two  authorized  provisions,  the  General  saw  this 
as  a  victory  for  the  military  compensation  package  [Ref.  81]. 

Military  retiree  lobby  groups  also  claimed  a  victory  after  passage  of  the 
authorization  and  appropriations  bills.  They  had  gained  both  health  coverage  for  life  and 
a  generous  pharmacy  benefit  for  military  retirees.  TROA  boosted  that  this  was  an 
“extraordinary  grassroots  victory”  for  military  retirees  and  for  TROA  [Ref.  82]. 

Some  were  not  as  encouraged  as  the  retired  military  lobby  groups.  Henry  Aaron, 
a  senior  fellow  at  the  Brookings  Institution  said,  "It's  interesting  that  Congress  recognizes 
that  for  this  one  group  the  Medicare  benefit  package  isn’t  adequate.  One  might  well  ask 
that  if  it  isn't  good  enough  for  men  and  women  who  served  in  the  armed  forces,  why  is  it 
good  enough  for  men  and  women  who  spent  a  lifetime  paying  federal  payroll  taxes"  [Ref. 
81]?  Others,  like  Steven  Kosiaic,  Director  of  Budget  Studies  for  the  Center  for  Strategic 
and  Budgetary  Assessments,  observed  that  "This  is  a  pretty  expensive  proposition.  It's 
not  likely  to  improve  recruitment  or  convince  people  to  stay  in  the  military.  The  more 
effective  way  is  to  target  pay  increases  that  would  have  an  immediate  impact  on  people's 
families"  [Ref.  81]. 

Supporters  of  the  legislation,  like  Representative  John  M.  Spratt  Jr.,  D-SC, 
countered  these  arguments.  His  view  was  that  “the  retired  veterans  are  an  exception  who 
deserve  more  than  Medicare  because  they  were  promised  lifetime  health  care  when  they 
enlisted  in  the  military  years  ago”  [Ref.  81]. 


50 


Still  others,  like  Representative  David  R.  Obey,  D-WI,  voted  for  the  MHS  reform 
because,  "I  believe  in  health  care  from  the  cradle  to  the  grave  and  voting  to  help  this 
group  may  mean  a  higher  level  of  shame  for  not  covering  every  group"  [Ref.  81]. 
Representative  Obey  said  he  would  vote  for  any  improvement  in  health  care.  Still  others 
saw  this  vote  as  a  chance  to  promote  expanded  federal  healthcare  or  a  nationwide 
program. 

Both  Republicans  and  Democrats  had  qualms  about  adding  a  permanent  new 
entitlement.  As  one  analyst  noted,  "Looked  at  from  a  federal  budget  perspective,  it's 
troubling  to  make  a  significant  new  entitlement  like  this.  But  looked  at  from  the 
perspective  of  equity,  retired  civilian  bureaucrats  already  have  similar  coverage  as  this 
new  plan,"  said  Robert  Reischauer,  president  of  the  Urban  Institute.  [Ref.  81]. 

Congress  addressed  the  problems  of  the  MHS  by  passing  authorization  and 
appropriation  bills  containing  over  forty  reform  provisions.  By  adding  more  healthcare 
benefits  and  not  aligning  them  with  the  primary  mission  of  the  MHS,  Congress  failed  to 
act  on  the  problem  of  the  MHS  size.  Also,  none  of  the  MHS  reforms  passed  conform  to 
the  primary  mission  of  keeping  active  forces  well  during  conflict. 

Senator  Gramm  argued  that  we  are  making  a  mistake  by  “committing  to  $60 
billion  worth  of  new  programs”  that  have  “never  been  tested,  and  committing  to  a  $200 
billion  liability  over  the  next  70  years”  [Ref.  86].  The  US  military  has  been  called  a 
“social  testing  ground,”  used  to  determine  whether  new  policies  can  be  implemented  on  a 
grand  scale,  and  accelerate  public  acceptance.  TRICARE-For-Life  may  have  been  our 
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leaders  righting  what  they  perceived  as  an  institutional  wrong  done  to  military  retirees  a 
long  time  ago.  But  with  the  baby  boomer  population  expected  to  begin  retiring  in  8  to  1 0 
years,  and  the  nation’s  Medicare  program  losing  money,  the  nation  will  need  a  strong 
surplus  to  keep  healthcare  viable  [Ref.  87]. 

B.  MILITARY  HEALTHCARE  REFORM  CHAPTER  SUMMARY 

This  thesis  explored  and  documented  the  changes  to  the  military  healthcare 
benefit  enacted  in  2000,  and  identified  and  explained  the  reasons  behind  them.  Specific 
objectives  of  this  analysis  were  to: 

o  Determine  the  principle  factors  that  shaped  congressional  approval  of  MHS 
reform  initiatives. 

o  Describe  suggested  reform  initiatives. 

o  Identify  and  document  legislative  actions  reforming  the  MHS. 

Chapter  I  provided  the  research  questions  and  a  chronological  background  of  past 
and  current  MHS  policy.  Current  demographics  were  detailed  to  provide  the  reader  with 
an  idea  as  to  the  scope  of  the  MHS.  Finally,  problems  were  described  which  necessitated 
reform  of  the  MHS. 

Chapter  II  described  recent  demonstration  projects,  DoD  and  JCS  proposals  for 
MHS  reform  and  the  portions  of  the  President’s  budget  concerning  the  DHP. 

Chapter  III  presented  reform  initiatives  proposed  by  the  House  and  Senate  along 
with  proposals  and  recommendations  from  various  lobbyist  groups.  The  proposals  were 


described  in  detail,  including  their  sponsors,  the  costs  entailed,  justifications,  and  issues 
that  were  left  unresolved. 

Chapter  IV  detailed  the  MHS  reform  that  was  enacted  for  FY01.  This  discussion 
included  a  reserve  fund  in  the  CBR  established  to  encourage  action  on  retired  military 
healthcare  reform.  This  was  followed  by  analysis  of  the  House  and  Senate  versions  of  the 
appropriations  bill  and  the  conference  bill  submitted  to  the  President  for  approval.  The 
House  and  Senate  versions  of  the  authorization  bills  were  described  next,  including  an 
important  amendment  by  Senator  John  Warner.  During  conference  on  the  final 
authorization  bill,  changes  were  made  to  the  budget  resolution.  Significant  changes  were 
also  made  to  the  authorization  bill.  This  concluded  with  the  President  signing  the  agreed 
upon  conference  bill. 

Chapter  V  reviewed  the  FY01  legislative  reform,  recommendations  made  during 
the  budget  process,  and  contrasting  views  of  the  approved  bill,  closing  with  debate  over 
the  approved  reform.  Finally,  this  chapter  proposes  recommendations  for  future  research. 

C.  RECOMMENDATIONS  FOR  FUTURE  RESEARCH 

Future  research  considerations  should  be  given  to  the  overall  size  of  the  MHS. 

One  of  the  problems  with  the  MHS  was  its  size.  What  is  the  implication  of  the  MHS’s 
continued  downsizing  in  comparison  to  its  expanding  product,  the  health  benefit? 

A  second  consideration  would  be  to  look  into  future  medical  readiness  programs. 
The  MHS  down-sized  its  hospitals  at  a  rate  of  5.4  percent  in  FY99  and  7.9  percent  in 
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FYOO,  cut  procurement  20  percent  in  FY99  and  1 0  percent  in  FYOO,  and  reduced  other 
non-Operations  and  Maintenance  procurement  19.2  percent  in  FY99  and  37.6  percent  in 
FYOO  [Ref.  16].  Meanwhile  the  1997  QDR  emphasized  the  importance  of  savings  at  the 
expense  of  infrastructure  [Ref.  14].  What  effect  will  this  continued  downsizing  trend  have 
on  peacetime  and  wartime  healthcare,  and  how  will  this  be  prevented  from  negatively 
affecting  medical  readiness? 

A  third  area  of  research  concerns  how  the  reform  and  increases  in  the  FY01 
authorization  and  appropriation  acts  for  retired  military  Medicare-eligible  beneficiaries 
will  affect  future  DoD  funding,  procurement,  and  readiness  issues. 
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APPENDIX.  FY  2001  Defense  Authorization  Act 
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Health  Budget  for  pharmacy  benefit. 


Sec.  701.  Conditions  for  Eligibility  for  CHAMPUS  Sec.  724.  Extension  of  TRICARE  Senior  Supplement  Sec.  712.  Conditions  for  Eligibility  for 

Upon  the  Attainment  of  65  Years  of  Age.  Program.  CHAMPUS  and  TRirAPP.  UnAn 
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fair  and  equitable  to  both  sides;  providing  a 
report  to  Congress;  and  subsequent  legislation 
by  Congress. 
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analyze  the  benefits  of  mandatory  enrollment  in  Prime 
or  risk  losing  all  access  to  MTFs; 
the  value  of  requiring  all  non-active  duty  beneficiaries 
to  pay  a  small  enrollment  fee  to  enroll  in  of  the 
TRICARE  programs. 
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Notification  of  Persons  Affected  by  Unanticipated 
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